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In testimonies before the Joint Economic Committee of the US Congress on April 28, three
economists expressed what they claim should be the most important objectives of the seven
major industrial nations at the June 8-10 economic summit in Venice. Briefly, these objectives are
preventing the debt crisis from exacting further damage to the world economy, avoiding a slowdown
in world growth, and preventing widespread protectionism.
The summit meeting will be attended by the leaders of the US, United Kingdom, West Germany,
Japan, France, Italy and Canada, and a representative of the European Community (EC). According
to Stephen Marris, "The one thing President Reagan should take with him to Venice is a willingness
to give his personal support to a fiscal year 1988 budget, worked out with Congress, that genuinely
cuts the deficit by at least $40 billion, and includes at least $20 billion of tax increases." Marris is a
senior fellow at the Institute for International Economics (IIE), an independent research organization
in Washington, and former chief economist with the Organization for Economic Cooperation and
Development (OECD).
The two other economists testifying before the committee were Harvard economics professor Jeffrey
Sachs, and Ralph Bryant, a senior fellow at the Brookings Institution. The three economists agreed
that Reagan must take the first step in improving prospects for world growth by making his pledge
to reduce the huge US budget deficit more credible. Sachs told the congresspersons that the Reagan
administration could "acknowledge the need for some tax increases as a step to reducing the US
budget and trade deficits."
This acknowledgement, he said, would have profound effects. "It would convince the other nations,
and the world capital markets, that the United States is seriously on the path of addressing its real
problems. It would prompt a fall in long-term interest rates around the world. It would banish much
of the momentum of protectionism...Japan and Germany would readily agree to more expansionary
policies of their own were they convinced that the US budget deficit was being decisively reduced."
Bryant stated his agreement as follows: "A credible plan for a tax hike in his back pocket would be a
stronger negotiating chip than thinly veiled threats to let the dollar slide...Furthermore, the tax rise
would be easier to sell to domestic political constituencies in the United States if it were part of an
international agreement in which other governments were committed to doing their share." Next,
Marris suggested that considering the pessimistic prospects for world economic growth, Reagan
should announce that he would not give his approval to a budget for fiscal year 1988 "unless and
until Japan and Europe had put into effect expansionary fiscal packages more than sufficient to
offset the restrictive action being taken by the United States."
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Sachs argued that the United States should abandon its quest for firmer exchange rate targets until
more fundamental progress is made on reducing the budget deficit. "The United States is not really
prepared at this point to bind monetary policy according to [the need to] live up to an exchange rate
agreement, and the pretense to the contrary should be avoided." Next, he pointed out that Japan's
recently announced intention to lend $30 billion to the Latin American debtor countries could
stimulate the US economy. Sachs noted that for every one dollar of incremental lending to Latin
America, US exports would rise by about 40 cents, based on the region's trade patterns. In contrast,
every one dollar increase in domestic spending in Japan would spur only 20 cents in increased
Japanese imports.
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